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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1985 1986 

Domestic Economy 
Population (millions) 50.3 51.5 
Population growth (%) 2.4 2.4 
GDP in current dollars (a) 49245.8 52955.0 
GNP in current dollars (a) 49704.2 52987.6 
Per capita GDP, current dollars 979.0 1028.3 
GDP in local currency (1983=100) 236.7 328.1 
GNP in local currency (1983=100) 236.6 Salud 
Consumer Price Index % change 44.2 30.7 


Production and Employment 
Labor force (1,000s) 18269 18512 
Unemployment (avg. % for year) 16.3 15.8 15.2 
Industrial production (1983=100) 247.7 348.1 383.9 
Government deficit as % of GDP (b) 3.9 2.7 


Balance of Payments 
Exports (F.0O.B.) (c) 10190 
Imports (C.I.F.) (c) 14284 
Trade balance (d) -3234 
Workers’ remittances 2021 
Current account balance -987 
Foreign direct investment (new) 110 
Foreign debt (year-end) 38304 
Debt service paid 5580 
Debt Service (% of merchandise exports) (e) 46.8 53.8 
Foreign exchange reserves (year-end) 2615 3959 
average exchange rate (TL/$) 518.34 855.68 


Foreign Investment 
Cumulative Total (million TL) 207854 302909 441703 
Cumulative U.S. (million TL) 32365 35654 44162 


U.S. share (%) 15.6 11.8 10.1 


U.S.-Turkey Trade , 
U.S. exports to Turkey (C.I.F.) 1150 1177 1366.1 
U.S. imports from Turkey (F.0O.B.) 506 549 713.2 
U.S. share of Turkey’s exports (%) 6.4 7.4 7.0 
U.S. share of Turkey’s imports (%) 10.1 10.6 9.6 
U.S. bilateral aid 
Economic 175.9 119.6 100.0 
Military 713.8 703.6 493.5 


Principal U.S. exports (1986): Civil engineering and contracting services, 
coal, aircraft, scrap metal 


Principal U.S. imports (1986): Tobacco, refined petroleum products, fruits 
and nuts, pig iron 


NOTES : 

(a) at factor cost 

(b) consolidated central government deficit 

(c) excludes transit trade 

(d) includes transit trade, insurance and gold bullion imports 

(e) F.O.B. value of merchandise exports excluding transit trade 
Sources: State Institute of Statistics, Central Bank of Turkey, State 
Planning Organization 





SUMMARY AND GENERAL TRENDS 


The historic reforms of January 24, 1980 put Turkey on an prolonged 
path of economic recovery and adjustment. By 1985 it could rightly 
bill itself as "the success story of the IMF." Its market-oriented 
economic policies, relatively free foreign currency regime, liberal 
foreign investment statutes, and concentration on export-led 
development made it an exemplary debtor country. However, the 


continued pressure of developments since 1985 has lead to a tempering 
of this assessment. 


Most notable of these developments has been the strong pace of GNP 
growth over the past 3 years (1985: 5.1 percent; 1986: 8.1 percent; 
1987: 7.4 percent), putting Turkey consistently in the ranks of the 
fastest growing economies of the OECD. While the growth rates 
indicate rapid advance, the pressures they have exerted on the economy 
have resulted in a substantial and growing foreign debt, 
over-investment by government and private sector alike, and periodic 
bouts of inflation. High growth rates have had mixed success in 
addressing Turkey’s perennial unemployment difficulties (unemployment 
officially stands at 12 percent, excluding disguised unemployment, 
primarily in agriculture). Much of the decline in unemployment which 
official figures have shown nearly every year since 1985 is due to 
falling participation of able-bodied workers in the work force. 


Exports made impressive gains in 1987, growing by 37 percent. The 
Government of Turkey is seeking additional means of financing growth 
by giving increased priority to foreign investment and tourism 
earnings. Given their present share of Turkey’s balance of payments, 
however, these sectors must grow significantly faster than their 


current rates to make meaningful contributions as Turkey’s engines of 
growth. 


NATIONAL INCOME 


Manufacturing, growing at nearly 14 percent in 1987, made the largest 
contribution to the growth in Turkey’s output. Strength was notable 
in the chemical, petroleum, machinery and iron and steel subsectors. 


Overall, the private sector’s share of manufacturing declined in 1987, 
from nearly 66 to 62.5 percent of total manufacturing value added. 
Growth in private sector output was higher in the basic metals 
industry, where output advanced over 18 percent. The increasing share 
of private sector basic metal manufacture is largely attributable to 
output increases in the steel industry, where arc furnace capacity has 
doubled since 1983. This sector’s growth will probably moderate in 
1988, as electricity price advances and a fall-off in construction 
activity will affect the increase the industry’s costs and take demand 
out of its markets. The public sector continues to dominate 
production in the wood products and furniture, petrochemicals, 
plastics, and rubber industries. 





Agriculture’s growth fell behind the rest of Turkey’s economy, racking 
up an advance of only about 2 percent. The slowing of agriculture’s 
growth, however, puts it back on its real, long-term growth path of 
about 3 percent per annum. Major advances occurred in production of 
pulses and livestock, while fruit, wheat, and other grains posted 
major declines. Agriculture’s outlook for 1988 is a measured 
recovery, led by a moderately large wheat harvest on the order of 15 
million tons, up from last year’s production of about 13.5 million 
tons. 


Consumption and investment again were Turkey’s major uses of income in 
1987. Consumption’s growth, at 7 percent, was aided by loose fiscal 
and monetary policies of the Turkish Government before the elections 
of November 1987. In addition, widespread anticipation of price 
increases following the November elections led many to undertake major 


purchases in advance of voting, further inflating the consumption 
figures. 


Investment grew at a 5 percent rate in 1987, mainly from private 
sources (a 16.6 percent increase). Public funds were dedicated 
primarily to current expense items in the course of the year, and the 
public sector’s investment posted a real decline in 1987. A number of 
items contributed to private investment’s strength. Some of these 
included offerings for the first time of bank-managed mutual-type 
funds to small investors, new public offerings in public 
infrastructural investments, and a comparatively loose monetary policy 


which led to a period of negative real rates of interest for most 
savings deposits. 


PRICES, MONEY, AND INFLATION 


Inflation remains a formidable problem in Turkey, primarily because 
there exist no institutional or market mechanisms to hedge for 
valuation losses, real wage declines, or interest rate spreads to 
which changing price levels cause. Thus, the current round of 


inflation has been particularly problematic for Turkish businesses and 
employees. 


Following the impressive advances in the war on inflation in 1986, 
1987 was a disappointment. From 30 percent in 1986, the year 1987 
ended with a 49 percent advance in the wholesale price index. This 
year promises more serious deterioration: annualized increases in the 
wholesale and consumer prices indices yield rates on the order of 100 
percent annually, while year-to-year changes are in the 60 to 75 


percent range. Recently updated figures put the forecast of 1988 
average rate at 58 percent. 


The high inflation stems primarily from the effects of the election 





season. Turkish officials put off increases in publicly administered 
prices until after the November 1987 elections. To the continuing 
effects of the initial hikes as they work themselves through the 
economy have been added further, piecemeal hikes of both public and 
private sector goods. These price increases beginning in December, 


therefore, led to a period of high inflation in the early months of 
1988. 


Another factor determining the high inflation of recent months was the 
substantial laxity in fiscal discipline and an accommodating monetary 
policy in advance of the November elections. While the Central Bank 
has moved to rein in money growth with a dynamic program launched on 
February 4, it is too early to tell whether the necessary counterpart, 
fiscal discipline will register major gains. 


PUBLIC FINANCE 


There were negative developments in public sector finance in 1987. 

The central government budget ran a deficit of some 2.5 trillion 
Turkish lira, or about 2.8 percent of GNP. The deficit was the result 
of both higher than expected outlays and lower than expected 

revenues. Similar factors affected the other elements of public 
spending--the extrabudgetary funds and the municipalities. At 
year-end, the public sector borrowing requirement stood at 8.3 percent 
of GNP. Although public investment actually declined by 1.2 percent 
in real terms, current spending increased by over 12 percent with 
unprogrammed hikes in public employee compensation, cash payments to 
farmers, and large transfer payments. 


In addition, the delay of price increases on public sector goods meant 
that the central government had to close the gap in the operations of 
the State Economic Enterprises (SEEs) with large budget transfers. 
Their losses led to an increase in the SEEs borrowing requirement from 
4.3 to 4.7 percent of GNP in 1987. 


But in many respects, the large public sector deficit (i.e., 

the central government budget, the SEEs, the municipalities, and the 
extrabudgetary funds) reflects the success of the Ozal 
Administration’s goal of decentralizing public finance 
decision-making. The more autonomous spending of the extrabudgetary 
funds and the local administrations combined to produce an overall 
public sector deficit of 8.7 percent of GNP--the highest since the 
1980 reforms. Roughly half the necessary financing was met with 
foreign borrowing, one-third from domestic borrowing and the remainder 
financed through the Central Bank. 


The 1988 program calls for a significant improvement in the 
performance of the SEEs as its key public finance feature. Their 
improved performance (primarily through price increases) will account 
for nearly all the improvement in public finance in 1988. At the same 
time, the government plans to take more control over local spending 
and will channel more resources from the extrabudgetary funds into the 
central government budget. With higher taxes, better enforcement, and 





increased fiscal restraint, the programmed public sector borrowing 
requirement should decline to 6 percent of GNP in 1988. 


BALANCE OF PAYMENTS AND FOREIGN DEBT 


By pursuing a policy of real effective devaluation of the Turkish 
lira, the Government of Turkey has been able to maintain the momentum 
of Turkey’s export growth. In 1987, exports racked up an impressive 
36.7 percent growth over 1986 (from $7.5 billion to $10.2 billion). 
Most of the increase came in sales to OECD country markets, primarily 
in the export of finished and semifinished manufactured products. On 
the import side, West Germany remained Turkey’s largest foreign 
supplier with a 14.9 percent share, followed by the United States (9.6 
percent) and Iraq (8.2 percent). 


The current account deficit showed a marked improvement over its 1986 
level, declining to -$987 million from the 1986 level of -$1,528 
million. The improvements came not only as a result of the 37 percent 
increase in exports, but higher invisibles earnings as well: tourism 
receipts increased from $950 million to $1,480 million, while workers’ 
remittances climbed from $1,630 million to $2,020 million. 


However, there are a number of factors which temper the degree of 
improvement which these numbers represent. Foremost among these is 
the large "Errors and Omissions" item in the balance of payments 
(-$682 million in 1987, versus -$65 million in 1986) which casts some 
doubt on the reliability of the balance of payment figures overall. 
Another factor is the change the Central Bank adopted in reporting 


tourist earnings in the balance of payments. Its former methodology 
for calculating tourism receipts yielded a figure more than $200 
million lower that that now employed. Thus, the tourism figures for 


1986 and 1987, and thus the current account figures, are not directly 
comparable. 


Finally, there are the valuation effects which the declining dollar 
has had on all these items. Since nearly all workers’ remittances are 
sent in non dollar denominated currencies, and fully two-thirds of 
Turkey’s tourists were from non-dollar (OECD) countries, the increases 
in these invisible earnings must be seen in the context of a 15 
percent average decline in the dollar against the major currencies 
last year. The same holds true for both export and imports, although 
a larger share of these transactions are conducted in dollars. 


In the near term, official forecasts put export growth on the order of 
19.7 percent annually in total value. This combined with continued 
growth in invisibles earnings and a slowing of import growth to 11.9 


percent should result in the targetted -$740 million current account 
balance in 1988. 


Despite liberal investment statutes and the Turkish Government’s 
attempts to streamline applications, foreign investment in Turkey 
remains far short of its potential. By the end of 1987, the 





Government of Turkey had issued permits for foreign investment valued 
at $2.3 billion on a cumulative basis. However, since some of this 
permission is not utilized or is undertaken over a longer period of 


time, existing foreign investment stock remains less than $500 
million. 


Turkish legislation is quite favorable to foreign investment, and 
Turkey has undertaken a number of bilateral treaties regarding taxes 
and investment (including a bilateral investment treaty with the 
United States currently awaiting Congressional approval). The Turkish 
parliament has also approved Turkish membership in the World Bank’s 
Multilateral Insurance Guarantee Agency. Turkey will certainly 
increase in attractiveness to foreign investors once it enacts the 
modern patent legislation which has recently been prepared and 
improves copyright protection for artistic works. 


Failing thus far to reach its potential with regard to foreign 
investment, Turkey has been obliged to seek new foreign lending to 
cover its current account deficit, to meet debt-service payments, and 
to finance the country’s growth. Excluding valuation changes due to 
the dollar’s decline, Turkey undertook $7 billion in new borrowing in 
1987. Total nonmilitary debt stood at $38 billion as of the end of 
the year. Roughly two-thirds of this increase, however, is due to 
valuation effects of the falling dollar. 


IMPLICATIONS FOR THE UNITED STATES 


The greatly liberalized import regime and diversification of the 
Turkish economy resulting from the government’s market-oriented 
macroeconomic policies have created many new opportunities to expand 
exports to Turkey. In 1987, U.S. exports to Turkey amounted to $1.4 
billion against total Turkish imports of $14.1 billion, for a U.S. 
market share of 10 percent. 


Iron and steel, machinery, cigarettes, organic chemicals,, mineral 
fuels and oils, electrical machinery and electronic goods, and 
fertilizers were leading U.S. export items in 1987. There is also 
potentially strong Turkish demand for such other U.S. products as 
computers and peripherals, analytical and scientific equipment, 
medical equipment, agricultural chemicals, food processing and 
packaging equipment, telecommunication equipment, and power generation 
and transmission line equipment. 


Nine of the largest U.S. banks are represented in Turkey either with 
branches or representative offices or in joint-venture banks. 
Likewise, a majority of the "big eight" public accounting firms are 
already established in Turkey, and other U.S. firms have recently 
opened offices to provide legal and advertising services. The 
agribusiness, tourism, and defense industry sectors have generated the 
greatest interest for direct U.S. investment, but the Turkish 





Government’s plans to "privatize" many state-owned enterprises 
probably will also attract additional foreign investment in the 
airport services, state-operated hotels, cement, textile and a variety 
of other industries. Turkey’s new mining law opens up enormous 
mineral resources for private sector (including foreign) development. 


Recent developments are indicative of the strengthening 
investment/trade relations between Turkey and the United States and of 
the increasing level of interest among the United States business 
community in new opportunities in Turkey. In June 1988 the third 
meeting of the U.S.-Turkish Business Council took place in Istanbul. 
The Council, comprised of senior executives of U.S. and Turkish firms, 
meets annually to discuss trade and investment policy concerns, with 
the objective of facilitating trade and investment and improving 
bilateral trade relations. American chambers of commerce (AMCHAMS) 
have been formed in Istanbul and Izmir, and another is currently 
information in Ankara. On the government-to-government level, a 
U.S./Turkish Bilateral Investment Treaty has been signed and now 
awaits Senate ratification. This treaty guarantees "national 
treatment" for investors of both countries, assures the right to 
freely transfer dividends and other payments related to investments, 
and provides for an agreed dispute settlements procedure. In 


addition, negotiations began in 1986 on a bilateral tax treaty are now 
in their final stages. 


There are expanding opportunities for trade with and investment in 
Turkey. However, public investment is constrained by policy and by 
budget stringency, and many major government tenders still require 


suppliers’ credits on favorable terms. Suppliers should consider 
imaginative project financing packages (e.g., the utilization of third 
country export credits) when bidding on major government 
infrastructure projects. In the private sector, new investment in 
plants and equipment for the domestic market is still slack; Turkish 


manufacturers with exportable products remain the best targets for 
sales. 


The Turkish Government’s private sector orientation is evident from 
the techniques it has used in negotiating with foreign firms wishing 
to build power plants, airline terminals, and toll roads. The 
government has invited foreign firms to submit proposals on the 
"build, operate and transfer" (BOT) model, thereby, in effect, 
transferring much of the financial and operating risk to the foreign 
supplier. The Turkish Government plans to implement several major 
energy and infrastructure projects, and the Turkish State Planning 
Organization (SPO) has published a listing of major projects with a 
total investment value in the billions of dollars for which it is 
seeking foreign financing. 





SALES AND JOINT VENTURE OPPORTUNITIES 


In recent years, due to high interest rates and low domestic 
consumption, the private sector has been unwilling to undertake major 
capital investment and has concentrated instead on improving the use 
of existing plants and equipment. Major new investments are therefore 
likely to be joint ventures with foreign firms. The best 
opportunities for joint ventures are in the areas of agribusiness, 
power generation, defense-related equipment, tourism, and mining. 

Some purchases of capital equipment will be made by Turkish 
manufacturers who export. 


A major trend in the private sector is the demand for computers, 
related software, and services. U.S. exporters of EDP equipment 
offering local service and training can expect an excellent export 
market in Turkey for years to come, especially in banking and 
government offices. New investments in medical facilities in Turkey 
are also expected to lead to an expansion in the market for medical 
diagnostic equipment in the near term. U.S. electronic-diagnostic 
equipment is highly regarded and should do well if prices are 
competitive. 


Surveys on the Turkish markets for mining and construction equipment, 
telecommunications equipment, power generation equipment, food 
processing equipment, computers, analytical instrumentation, coal and 
fertilizers, as well as other products and services related to 
agriculture, steel, and medical equipment can be obtained at 
Department of Commerce district offices, the American Embassy in 
Ankara, or the American Consulate General in Istanbul. 


IMPORT PROCEDURES 


The Ozal Government’s liberalization program is a dramatic departure 
from previous governments’ policies. Now, anything not on three 
relatively limited lists may be freely imported without government 
permission or license. For most items, importers need only apply to a 
commercial bank for a foreign exchange allocation. No other 
formalities are necessary. The state sector (including the State 
Economic Enterprises), however, is required to obtain permission for 
all imports. Importers are still required to make a security deposit 
when opening letters of credit of either 1 or 7 percent of the L/C’s 
value, depending on the type of product and its use. Import 
certificates are required from the Ministry of Industry for most 
products which require after-sales service (for example, photocopiers, 
EDP equipment, diesel generators, etc.) Import certificates for both 
sufficiency of after-sales service and items on the "import with 
permission" list are generally routinely granted, although some delays 
are occasionally experienced. 


To facilitate U.S. exports to Turkey, particularly the introduction of 
products which represent new technology in the market, the U.S. 
Government supports an American Pavilion at the Izmir International 
Trade Fair, held annually in August. Inquiries regarding 





participation may be directed to the Commercial Counselor, American 
Embassy, Ankara, APO New York 09254-0001. 


INVESTMENT AND LICENSING OPPORTUNITIES 


In order to stimulate industrial development, the Turkish Government 
actively encourages the importation of foreign capital and 

technology. Until 1984, domestic industry was largely protected from 
import competition, and foreign suppliers licensed their technology in 
order to gain entry into the Turkish market. Now, however, with more 
liberal import and investment regulations, the Turkish Government is 
de-emphasizing licensing and assembly in favor of joint ventures and 
investments which result in technology and capital transfer. The 
Turkish Government is particularly interested in attracting foreign 
investment in petroleum exploration, mining, defense industries, 
tourism, and agribusiness. Foreign investment in manufacturing is 
also welcome, and Turkish officials emphasize the regional market 
potential of the Middle East. Recent legislation authorizes the 
establishment of free trade zones in Turkey, the first of which opened 
in 1986. Detailed information about the investment climate in Turkey 
can be obtained from the Commercial Counselor, American Embassy, 
Ankara. Companies interested in learning more about investment 
opportunities in Turkey should also contact: Foreign Investment 
Department, State Planning Organization (DPT), Necatibey Caddesi No. 
110, Bakanliklar, Ankara. 


INVESTMENT REGULATIONS 


Since 1980, the Turkish Government has centralized the foreign 
investment review and approval process in the Foreign Investment 
Department (FID) of the State Planning Organization. This office is 
the principal point of contact for potential foreign investors (except 


for investors in the tourism and petroleum sectors, which are governed 
by different legislation). 


Basic legislation for foreign investment activities in Turkey is Law 
6224, issued in 1954, supplemented by the present, streamlined 
authorization system and the FID established in 1980 by the "Framework 
Decree on Foreign Capital" (Decree No. 8/168). Subsequent decrees 
have clarified and expanded the FID’s scope, giving it authority, for 
example: 1) to issue permits for the purchase and importation of 
intellectual property; 2) to authorize the establishment of trading, 
representation or regional offices in Turkey with greatly reduced 
capital requirements and tax liabilities; 3) to authorize repatriation 
or reinvestment of assets acquired by a foreign investor through the 
sale or liquidation of a Turkish company or partnership; and 4) to 
issue work permits for foreign nationals needed for new or expanded 
foreign investment activities. The FID actively promotes foreign 
investment in Turkey. FID officers will gladly meet with prospective 
foreign investors and help identify potential Turkish joint-venture 
partners. The FID receives the formal investment application, which 
includes, inter alia, a feasibility report on the project and 
financial statements of the applicant(s). The FID itself can 





authorize investments by foreign firms or individuals with total fixed 


investment amounts of up to $50 million. 
this limit must be approved by the Council of Ministers. 


Investment proposals above 
Together 


with an investment authorization, a foreign investor may be accorded 
various investment incentives provided under Turkish law for specific 
purposes, i.e., export promotion, regional development, or tourism 


projects. 


FINANCING 


Given the gap between Turkey’s extensive needs and its limited 
resources, external financing of public and private capital project 


investment will be a crucial factor in coming years. 


In addition to 


new short and medium term credits available from commercial banks, the 
Export-Import Bank of the United States Eximbank offers a variety of 


facilities to U.S. firms selling in Turkey. 


U.S. firms can also 


compete for contracts financed by the World Bank and such third world 


countries as Saudi Arabia and Kuwait. 


Foreign commercial banks, which 


have been supplying Turkey with short-term credits for the last 


2 years, are now opening medium-term facilities as well. 


Private 


sector exporters are the best targets for sales when seeking such 


financing. 


LIST OF CONTACTS FOR ADDITIONAL INFORMATION 


Mr. Geoffrey Jackson 
Desk Officer for Turkey 


U.S. Department of Commerce 
Room 3042 

Washington, D.C. 20230 
Phone: (202) 377-3945 


Mr. Scott Bozek 
Commercial Counselor 
American Consulate General 
APO New York 09380-0001 
Phone: 151 16 51 


Ms. Lucy Uncu 

Desk Officer for Turkey 
U.S. Department of State 
Washington, D.C. 20520 
Phone: (202) 632-1562 


Mr. Dan A. Wilson 
Commercial Counselor 
American Embassy 

APO New York 09254-0001 
Phone 128 19 81 


Mr. G. Clay Nettles 
Economic Counselor 
American Embassy 

APO New York 09254-0001 
Phone: 126 54 70 














